° Grant Thornton

An instinct for growth’

BY CASHMIORE MUCHAONYERWA, HEAD: FINANCIAL MANAGEMENT SOLUTIONS, GRANT THORNTON JOHANNESBURG - JUNE 2013

In the public eye
Sustainable, strategic procurement vital for
effective service delivery

The public sector needs
to ensure effective,
sustainable and strategic
management of the
procurement function.
This is vital for economic
development and effective
service delivery in South

Africa.

Government institutions are under
increasing pressure from the community,
the Minister of Finance and the Auditor
General of South Africa (AGSA) to

be accountable and improve service
delivery.

The 2014 budget speech by the Minister
of Finance, Pravin Gordhan, highlighted
the need to eliminate waste and realise
better value for money from public
expenditure.

The AGSA’s annual reports continue

to highlight the procurement and
contract management challenges faced
by government at all levels. 84% of
municipalities had findings on supply
chain for the 2012 financial year. Ata
departmental level, the latest 2013 reports
show this was at 60%.

“65%

Interestingly, a new international Grant

Thornton report, Pu.bhc fm:anaal of re spon dents
management reform in a period of global o
adjustment’, shows that governments indicated they have

globally have been focusing on

introduced procurement
system reforms to address
the need for more efficient
and effective PFM
practices”

improving public procurement following
the recent worldwide economic crisis.

The research showed that a key trend is a
focus on improving public procurement
to address the need for more effective
outcomes of the process and better value
for the money.

Over 65 percent of respondents indicated
they have introduced procurement
system reforms to address the need

for more efficient and effective public
financial management (PFM) practices.
Measures include decentralising
procurement systems, introducing new

procurement legislation, and introducing
electronic procurement systems.

Here in South Africa, sustainable
procurement is a key element of service
delivery. For this reason those charged
with governance should take supply
chain management more seriously than
simply regarding it as an administrative
function.




Strategic procurement

Procurement should be used as a

strategic policy lever to advance socio-

economic developmental objectives, and

should incorporate the following:

o Effectiveness in meeting service
delivery needs
The government is not in the
business of procurement, it is in a
service delivery business. Therefore
goods and services procured should
always link to institution’s service
delivery objectives and established
developmental goals.

e Value for money

It is crucial that this is a key

consideration from the start of the

procurement process, throughout the

decision-making process and contract

management. According to National

Treasury the following would ensure

value for money:

a) avoid any unnecessary costs and
delays for themselves or suppliers;

b) monitor the supply arrangements
and reconsider them if they cease
to provide the expected benefits;
and

C) ensure continuous improvement in
the efficiency of internal processes
and systems.

¢ Risk management
Measures should be put in place
to ensure that all possible risks
associated with the procurement
of goods and services are identified
and managed. Some of the risks to
be managed include delivery risk,
financial and budget risks, compliance
risk and reputational risk.

e Accountability for decisions and
expenditure
Mechanisms should be in place to
ensure individuals and organisations
are answerable for their plans,
actions and outcomes. Ultimately,
the accounting officer takes overall
accountability for procurement
decisions and should ensure that
decisions made are justifiable and in
the best interests of the organisation.

Compliance with procurement

It is vital to align regulations and
other pieces of legislation, including
the Municipal Finance Management
Act, Public Finance Management Act
and National Treasury Regulations
and Preferential Procurement
Regulations.

Objectivity, fairness and equity of
procurement decisions

As far as possible, procurement
decisions should be based on an
objective evaluation of all bids

based on predetermined criteria.
Procurement decisions need to be fair
and free of bias and any conflicts of
interest. For this reason it is advisable
that independent and effective
committees are established to evaluate

and adjudicate bids.

In its 2006 publication, Procuring the Future,

the Sustainable Procurement Task Force defines
sustainable procurement as “a process whereby
organisations meet their needs for goods, services,
works and utilities in a way that achieves value for
money on a whole life basis in terms of generating
benefits not only to the organisation, but also to society
and the economy, while minimising damage to the

environment.”



Six steps to effective procurement
management

1 » Determine what needs to be procured
Determine and clarify what needs to be
procured. This should be linked to the
institution’s strategic objectives and be
budgeted for. Itis crucial that a needs
assessment is conducted at the beginning
of the process to ensure that goods or
services are acquired in line with the
service delivery requirements of the
institution.

2 = Choose a procurement strategy
Public institutions should research the
market and determine the best strategy
to meet their procurement needs.

3. Solicit bids

Bids should be solicited based on defined
policies and procedures. All potential
suppliers should have reasonable access
to procurement opportunities, which
would include advertising them in
mainstream media, and bidders should
be given the appropriate amount of time
to respond. Effective competition should
also be encouraged.

4. Evaluate bids received

Bids should only be evaluated in

terms of the criteria determined at the
beginning of the procurement process
and stipulated in the bidding documents.
Amending the evaluation criteria after
closure of the bids would be viewed as
jeopardising the fairness of the system.

5. Award the contract

A service level agreement (SLA) should
be established for all work awarded in
order to define the level of service or
quality standards to be provided.

6. Administer contract and verify that all
contract requirements are met

Management should monitor
performance of service providers against
contract specifications. Take remedial

action whenever a service provider does
not deliver as per agreed standards.

In conclusion

Accounting officers in all government institutions should ensure that spending
decisions are made in a way that achieves value for money on a whole life cycle
basis, and result in wider economic, social and environmental benefits.
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